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The strategic ingredients of innovation
innovation has recently become a favourite buzzword in business and economics and has taken over 
as the centre of everything good and desirable. Any individual, organisation, government or country 
must be innovative in order to create value and sustain its competitiveness. Being so desirable, it 
is surprising how little is clearly stated about the nature of innovation. The point of this article is to 
analyse innovation as an integral strategic decision and process that encompasses many diverse skill 
sets inside and outside any organisation.
innovation: a definition
Most of the many definitions of innovation relate to the 
idea of novelty or newness that is somehow associated 
with technology development. One of the most widely used 
speaks mainly of technological product and process inno-
vation (or TPP) but has just recently incorporated other 
types of innovation activities1. 
Our definition of innovation is broader and more open.
Innovation is the successful introduction of new processes 
or new products or services into the market.
Our definition does not necessarily link innovation to 
technological development. However, given the traditional 
emphasis on technology, innovation could be viewed as a 
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1 TPP was the most quoted definition of innovation from its first edition (1992) to its third (2005). 
Organisation for Economic Co-operation and Development (1992) Oslo Manual. Proposed guidelines for collecting and interpreting technological 
innovation data. Paris: Eurostat.
However, the third edition  of the Oslo Manual (November 2005), broadens the definition of innovation:  “An innovation is the implementation of a new or 
significantly improved product (good or service), or process, a new marketing method, or a new organisational method in business practices, workplace 
organisation or external relations.” (p.46). Organisation for Economic Co-operation and Development (2005) Oslo Manual. Guidelines for collecting and 
interpreting innovation data. Paris: Eurostat.
linear path starting at scientific research that eventually 
matures into a product. While that may be the case in cer-
tain markets and products, in our view technology deve-
lopment is sometimes one of the elements of innovation 
and sometimes not. 
One important aspect of innovation is the activities that 
precede it. Innovation is a process that deals with the risk 
associated with uncertainty concerning the future result. 
This is especially relevant with regard to research and 
development (r&D) activities. To avoid any confusion it is 
best to define them clearly, as this will help establish how 
they fit in to the innovation equation. The standard definiti-
ons are clear2:
- Basic research: Planned search for further 
knowledge in a field without a specific application in 
mind. Expected result: a scientific paper.
- Applied research: Planned search for further 
knowledge with a specific application in mind. Expec-
ted result: a base technology.
- Experimental development: Knowledge applied to the 
development of a product or service. Expected result: 
a prototype. 
This development (the D in r&D) must not be confused 
with software development, which is often a customised 
solution integrating existing technologies and with little 
uncertainty associated to it.
types of innovation
From a business perspective, innovation can be classified 
in terms of the degree of change that it generates vis à 
vis previous solutions, how much novelty it brings to the 
market place3.
incremental innovation generates small improvements 
to existing products and business processes. It focuses 
on gaining efficiencies and improving performance and 
is common in mature markets with a few large dominant 
players striving for marginal gains in market share.
radical innovation is the source of new products or ser-
vices that are delivered in entirely different ways and it 
produces significant improvements to existing products 
and business processes. radical innovations change 
paradigms and therefore have far-reaching consequences 
in the marketplace. Unless they can be quickly matched, 
they are change the industry.
semi-radical innovation could be described as that which 
makes significant changes to the business model Or new 
products. Any significant change to either would have a 
significant impact on the marketplace and the competi-
tive structure.
These categories give us a map of the various types of 
change that can be brought about and they emphasise the 
importance of the diverse nature of innovation.
innovation as a strategic choice
There is little question today about the strategic nature of 
innovation. Changes in the current state of products and 
services are capable of creating significant impact on the 
marketplace since, as they differentiate what is offered by 
one company, they can affect the competitive positions of 
the different players.
2 Organisation for Economic Co-operation and Development (2002) Frascati manual. Proposed Standard Practice for Surveys on Research and 
Experimental Development.  Paris: OECD.
3 DAVILA, TONy et. al. (2005) Making Innovation Work. Upper Saddle river, Warton School Publishing. 
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networks and bridge organisations, as well as gover-
nment policies and practices among other external 
issues are also likely to shape the innovation choices 
made by a company .
No matter what strategy has been chosen (defence or 
attack), the next most relevant question is: how does a 
company start “innovating”? Where does one start?
There are examples of legendary cases that show the 
introduction of an improvement in terms of unpredictable 
genius or luck, accidents turned into successful products 
and radical inventors with unparalleled vision. These are 
hardly models for any organisation. Innovation is now 
widely considered as a process. This process has different 
dimensions that are worthy of detailed consideration: we 
have sketched the strategic choice process but there are 
others that are crucial in any innovation endeavour (inter-
nal organisation, strategic alliance and M&A, etc.). Howe-
ver, they vastly exceed the scope of this article. 
We will explore the core of the innovation process: a mix 
of several disciplines as ingredients that are required to 
carry out the work.
Ingredients of the Innovation Process:
             -   Needs identification
             -  Technology solution
             -  Business solution 
             -  Formal solution or design
 
needs and Opportunities identification: studying 
the user
If innovation can only be successful when it offers value 
to the end user, this value comes from providing the cus-
tomer with the ability to perform a job he/she is already 
carrying out in a way that is better, easier or faster. 
Understanding the needs of the user requires studying 
habits, customs, traditions, culture, aspirations, and a 
long etcetera of traits and characteristics that allow firms 
to identify the opportunities that may appear in a certain 
amount of dissatisfaction with the available solutions. 
These studies are carried out through a variety of techni-
ques that are largely dependent on the actors involved.
Companies, in particular those selling consumer goods 
and services, are used to studying users via market 
studies of all kinds. The most common techniques are 
surveys and focus groups that yield significant data and 
insights about what consumers want and do not want, like 
and dislike.  
The use of information and communication technologies 
(ICT) has multiplied the available data and their potential. 
Customer relationship Management (CrM) systems offer 
a lot of valuable information to firms that are looking at 
every point of contact with their customers as an opportu-
nity to learn more about them. Tracked purchasing habits 
in any supermarket, through loyalty cards, give retailers 
and vendors important data about preferences, trends, 
seasonality, etc. 
In the online environment this feedback offers its gre-
atest potential yet. The tracked habits of consumers 
have provided insight into users’ minds that is still in its 
infancy. Combined demographic, temporal, geographic 
and content-related information provides all sorts of 
industries with a way to understand users not according 
to traditional pseudo-arbitrary categories but on their 
5 European Commission. Directorate general for Enterprise (2004) Innovation Management and the Knowledge-Driven Economy. Brussels-Luxemburg: 
ECSC-EC-EAEC.
In very simple terms, there are basically two strategies 
regarding innovation: “defence” or “attack”.
A defence strategy is concerned with maintaining the 
firm’s current position by means of innovations that help 
to consolidate a comfortable position in the market. The 
result of such strategy is sustaining innovation, as practi-
sed by most incumbent players in the industry. Sustaining 
innovation does not imply less effort or investment, alt-
hough the changes created are rather small and can be 
planned: incremental and some semi-radical innovations. 
An attack strategy aims at obtaining significant competi-
tive advantage from the innovation investment. Aggressive 
new entrants and uncompromising firms pursue this 
strategy and the results are disruptive innovations, where 
changes are significant and unpredictable: radical inno-
vation or frequent semi-radical ones. Disruptive innova-
tion is most difficult for incumbent firms, since they rely 
on careful planning and especially because it is not their 
main interest.
All strategic choices made by a company are driven by what 
it has, how it does things  and what it wants (resources, 
Processes and Values or rPV, as Christensen  puts it) and 
by a number of external factors that will motivate or discou-
rage the rate of change, such as competition or availability 
of capital.
It is clear, for any organisation, that it would be easier 
to choose innovation strategies that are aligned with its 
strengths. It would be difficult to compete if it lacks the 
assets (human, technical, financial or otherwise), the 
procedures (decision-making, organisational or manu-
facturing) or the priorities (growth, profits, costs, market 
share, etc.) that a particular strategy demands.
The rate of technological change, the degree of compe-
tition, the structure of the industry, the roles of external 
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their multidisciplinary nature and their market neutrality, 
i.e. independence from market competition and their goal 
to boost innovation as well as r&D. 
The types of innovation that can result from technology 
change can be classified into two categories.
new product or service: The use of technology to create 
a new product is the most easily understood. Incremental 
innovation leads to periodic (often planned) product repla-
cement based on technological development (e.g. micro-
processor chips). radical innovation is even more visible 
since it leads to products that were did not exist previously 
(e.g. the mobile phone or the Segway).
enabling technologies: Often technological change is not 
directly visible in the product or service but is essential 
for the new product’s advantage. For example, a new ren-
dering technology may enable faster, cheaper and higher 
quality video games. In this case it is not the video game 
which is innovative but some parts of its development pro-
cess that have been technologically enhanced. Enabling 
technologies can either allow products to be created that 
were previously prohibitively costly to develop or to signi-
ficantly reduce the costs of existing products or services, 
allowing for a cost-based competitive advantage.
Technological change is often the most visible part of 
innovation but history is plagued with good technology-
based innovations that failed to be market successes due 
to a lack of attention to the other ingredients in the inno-
vation recipe.
Business Changes
Introducing an innovation often requires new techno-
logies, yet firms can make changes in their business to 
bring about a change in what they offer. They can use 
business management levers to make significant changes 
to their value proposition or to their organisation, all of 
which are essential parts of any business strategy.
The value proposition, the value offered to users in the 
marketplace, is the central strategic choice made by a 
company, since it involves product/brand/company positi-
oning. The business levers of the value proposition bring 
about changes in the form of new target customers and/or 
new business models (price, distribution, etc.). 
Changing, and especially expanding the target customer 
base is an easy strategic sale; nothing pleases a sales 
manager more than new clients. Identifying new users for 
current products is not a simple task; however, changing 
products and other parts of the business model to attract 
new customers is a common strategy. The disposable 
nappy was developed in 1957 when P&g bought Charmin 
Paper Company and started looking for new use(r)s for 
paper products. Pharmaceutical companies also look for 
new applications for their drugs in order to further extend 
the user base of their products.
Changes in the business model can result in customer 
base expansion. The surge of financial services associa-
ted with large capital investments, from purchasing a car 
to massive manufacturing equipment, is a good example 
of this. The inkjet printer market is another, where the 
printer can be offered with low or no cost given that ink 
cartridge margins will offset the cost of the printer over 
time. While the product may not change, the value that is 
offered to customers changes dramatically as variables 
that are directly linked to buying the product become part 
of the vendor’s offer.
More recently, IBM’s move away from a product-based 
value proposition to one based on a wide set of services 
own terms. Firms are already marketing their solutions 
to their current and potential users only, bringing to a 
close decades (centuries?) of inefficient and indiscrimi-
nate mass marketing.
At the other extreme, a more case-based and intuitive 
understanding of users is provided by what has become 
known as trendspotting: a method traditionally used by 
the fashion industry that gathers anecdotal examples of 
forward-thinking products, services, applications, uses, 
attitudes, etc. The epitome of this phenomenon is the 
coolhunter, a specialist in identifying the most radical 
and influential examples of product or social innovations 
around the world.
From a more academic perspective, research on users is 
centred on social analysis (anthropological, ethnographic, 
relational and group behaviour) and individual processes 
and behaviour (cognition, perception, emotional and phy-
siological responses, etc.). Forward-thinking companies 
are also realising the potential of contextual studies that 
observe users in a “real world environment”.
In the end it is all about “identifying and serving a series 
of new customer needs…. While the product sale may be 
the culmination of the manufacturer’s efforts, it usually 
marks the beginning of the customer’s”.
Finally, a quick note regarding process innovation: identi-
fication of the user’s need fully applies, although the user 
is the organisation itself (or some of its members) which 
could use an improvement to the current solution. The 
techniques that are most effective for this type of innova-
tion are certainly different, more closely related to pro-
cess consultancy services.
dentifying a user need is a starting point for the creative 
process that may lead to new product or service impro-
vement/development. Once the need, the dissatisfaction 
with the current solution is identified, the process to deve-
lop an alternative more satisfying solution begins.
technological Changes
Innovative solutions are often associated with a new tech-
nological development and even though, as we have been 
discussing here, innovation is much more than this, tech-
nology is often a key element.
The technology development process is particularly 
complex since it is, in itself, the product of a set of very 
non–business activities such as those related to r&D. It 
is clear that not many companies perform research and 
few carry out experimental development. However, be it 
through external sources (university technology trans-
fer via joint projects, spin-offs, etc.) or internal research 
efforts (radical start-ups or r&D departments), technolo-
gies bring about product change.
In Europe, “bridge organisations” are starting to become 
a standard to foster more efficient technology transfer 
(and knowledge transfer in general). These organisations 
act as intermediaries between the research world, mainly 
universities concerned with spreading knowledge, and the 
business world, concerned with products and profits, and 
marry them in specific projects that would be impossi-
ble without the intervention of these organisations. Even 
though they are diverse in nature, they all have in common 
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The first value that has easily permeated into product 
design is usability: the conscious definition of a product or 
service with the user’s future use in mind. Usability feeds 
on the idea that the main purpose of any new product is to 
easily accomplish the function for which it was conceived, 
to get the job done in the most efficient way. The consoli-
dated disciplines of ergonomics have entered the mains-
tream of all sorts of new designs, especially digital servi-
ces and products (software programmes, online services, 
device menus, etc.). Usability requires specific skills and 
techniques which, again, feed from user understanding: 
observation, testing and feedback processes.
Creative design also incorporates other intangibles, such 
as cultural and symbolic values that create a certain affi-
nity between the user and the new object at a more emo-
tional level. good designs capture elements that users 
value beyond the actual ease of use or functionality, such 
as aspirations, individuality and social belonging, status 
and other “feel good” factors7. Nearly all designs have a 
communication component as objects (physical or other-
wise) and are prized when they are able to transmit some 
of those values that are relevant to the user. 
Designers use trend observation and successful designs 
in unrelated industries to identify those values that con-
sumers are often not able to verbalise but that make all 
the difference in markets that are often mature and highly 
competitive (e.g. fashion and accessories, furniture, auto-
mobiles, etc.).
Bringing these values to the final product may be pos-
sible at the end of the innovation process: However, by 
then the constraints are quite extensive, making it hard 
to bring these values to the fore. This is a real loss as the 
purchasing decision is allegedly 90 percent emotional for 
most products and services.
As we mentioned, some companies do consider design 
as a strategic part of the innovation process. They create 
multidisciplinary teams in which engineers (from r&D 
and manufacturing), designers, marketing experts and 
financial managers in senior positions work with a blank 
slate and take the strategic decisions regarding new pro-
duct development.
An excellent example of this process is the development 
of the V3 or razr mobile phone by Motorola. The senior 
team agreed to develop a new product starting with a 
design idea: to make the flattest phone possible in order 
to satisfy identified needs and values of consumers, vali-
dated by market research. The design was so radical that 
the r&D department had to develop components like a 
new keypad technology that would make the final product 
possible. To users the new phone was different because 
of its radical design, regardless of the many technologi-
cal innovations, and despite mixed technical reviews it 
became the world’s best-selling mobile phone. 
There is also a less explored role for design in process 
innovation: the skills acquired by designers tend towards 
the emotional/psychological needs of users and this also 
applies to individuals within a firm. The proper design of 
internal and networking processes also bears these con-
siderations in mind, incorporating a cascading decision 
process that empowers individuals to add value at the dif-
ferent steps in the chain from idea to sale8.
7 Among other relevant qualities of design, zaccai proposes: Intimacy, sensory delight, drama or surprise, care for the customer and shared values.
zACCAI, gIANFrANCO (2005) (Business Week). Designed for Loving. July 2005
8 MArTIN, rOgEr L. (2005) (Business Week). Why Decisions Need Design. August 2005
has allowed for major growth and a more strategic tie 
with its customers. This change is significant enough to 
permit divesting from equipment (selling its PC business 
to the Chinese Lenovo) and acquiring consolidated players 
in consulting services (PricewaterhouseCoopers is now 
IBM global Services). Services were 48 percent of IBM’s 
revenue and 41 percent of its profits in 2003, enough to 
make players like HP and Microsoft reconsider their own 
value proposition.
These examples also show how the position along the 
value chain can be altered in a way that allows companies 
to successfully introduce new products and services. For 
example, the way Apple has not limited itself to selling 
just mp3 players (iPods) but has also bundled the iTunes 
player and store into the value proposition, is an instant 
classic of what could be called value chain creeping. 
Apple successfully developed a more integral solution 
that not only boosted the new product’s functionality and 
sales but also created a successful business out of selling 
digital music where others had repeatedly failed. 
redefining the value chain can also be a networking 
activity, outside the organisation strictly speaking, and 
innovations may involve redefining relationships with 
customers and suppliers. This is a complex form of 
organisational change as it provokes/requires cascading 
changes in the supply chain. For example, by 2000-2001 
anyone in Europe or the US eager to access the so-called 
mobile internet was utterly disappointed. The technology 
used, called Wireless Application Protocol (WAP) and 
developed mirroring the fixed internet, was slow and 
content was unappealing. In Japan, however, the mobile 
operator DoCoMo had introduced a new technology called 
iMode which fared better. The technology was only mar-
ginally superior but the way content was developed was 
dramatically different. DoCoMo understood that, with a 
nascent value proposition, it could not wait for natural 
maturity and decided to foster this by creating a network 
of certified suppliers to which it offered marketing, billing 
and other services. The result was the largest mobile 
internet community in the world, which is still a reference 
beacon today.
Internal organisational changes can also be a significant 
source of innovation, particularly in process innovation, 
which can affect the development of future value proposi-
tions including price, quality of service, customised solu-
tions, etc.
design Changes
A good technology and a good business plan still do not 
make a good product; it lacks form, it must take shape.
The importance of design in the innovation process is 
quickly becoming accepted in all industries. The reason 
it has not been so for a long time comes from ignorance 
regarding the value that the form factor brings to the user 
of any product or service. 
Companies with an engineering mindset have considered 
design as a purely aesthetic embellishment of product, 
the dressing up of a product in some way. This concep-
tion, still predominant in many organisations, implies 
that design is not a strategic component of new product 
development but rather a tactical cosmetic choice to be 
carried out after the “real innovation” has taken place.
The most successful firms have learned that design has 
nothing to do with fickle tastes but is about incorpora-
ting a number of values that are significant to the user, 
thus making design a strategic component of the innova-
tion process.
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